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SUBJECT: Manufacturing Enhancenent Area Hiring Credit Modifications

SUMVARY

This bill would expand the definition of qualified taxpayer to include taxpayers
engaged in certain agricultural services and woul d make a technical correction to
the definition of qualified di sadvantaged i ndivi dual .

EFFECTI VE DATE

This bill specifies that its changes would apply to taxable or income years
begi nning on or after January 1, 1999.

LEG SLATI VE H STORY

Senate Bill 200 (Stats. 1997, Ch. 609) enacted the Manufacturing Enhancenent Area
(MEA) provisions. SB 200 required the Trade and Conmerce Agency (TCA) to
designate up to two MEAs. |In Cctober 1998, TCA designated one MEA in the city of
Braw ey and the other in the city of Cal exico.

SPECI FI C FI NDI NGS

Under the Government Code, existing state |aw provides for the designation of two
MEAs. Using specified criteria, TCA designated two MEAs fromthe applications
received fromthe governing bodies. Each MEA is binding for 15 years begi nning
January 1, 1998.

Under the Revenue and Taxation Code, existing state |aw provides a hiring credit
for taxpayers conducting manufacturing (as specified in Standard | ndustrial

G assification (SIC) codes 2011 through 3999) business activities within an MEA
The hiring credit is allowable to businesses |ocated in an MEA for a percentage
of wages paid to qualified enployees. A qualified enployee nust be hired after
the area is designated an MEA and neet certain other criteria. At |east 90% of
the qualified enployee’s work nust be directly related to a trade or business

| ocated in the MEA and at | east 50% nust be perforned inside the MEA. The
business may claimup to 50% of the wages paid to a qualified enpl oyee as a
credit against tax inposed on MEA inconme. The credit is based on the |esser of
the actual hourly wage paid or 150% of the current m nimum hourly wage. The
anmount of the credit must be reduced by any other federal or state jobs tax
credits, and the taxpayer’s deduction for ordinary and necessary trade or

busi ness expenses nust be reduced by the anount of the hiring credit. To qualify
for the hiring credit, businesses located in a MEA nust hire at | east 50% of
their workforce fromthe county in which the MEA is | ocated and, of that 50% at
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| east 30% of the local hires nust be qualified di sadvantaged i ndividuals, as
def i ned.

For busi nesses operating inside and outside an MEA, the anount of hiring credit
that may be clainmed is limted by the anobunt of tax or incone attributable to the

MEA. Incone is first apportioned to California using the same formula as that
used by all businesses that operate inside and outside the state (property,
payrol |, a doubl e-weighted sales factor). This incone is further apportioned to

the MEA using a two-factor fornula based on the property and payroll of the
busi ness.

This bill would expand the definition of qualified taxpayer to include taxpayers
engaged in agricultural services as provided in SIC codes 0711 through 0783. The
maj or categories within these codes include soil preparation services, crop
services, veterinary and ot her animal services, farmlabor and managenent
services, and | andscape and horticultural services. This bill also wuld rmake a
technical correction to the definition of qualified di sadvantaged i ndividual by
specifying that the references to expired federal prograns include any successor
progr amns.

| npl ement ati on Consi deration

I mpl ementing this bill would occur during the departnent’s normal annual
syst em updat e.

Techni cal Consi deration

This bill states that a qualified taxpayer is one engaged in SIC codes 0711
to 0783 and 2011 to 3999. The use of the word "and" is inappropriate if it
is the author's intent that a taxpayer need only be engaged in an activity
described in one SIC code. Anmendnents 1 and 2 would replace "and" with
“or."

FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

As a result of the provisions of this bill, any additional revenue |osses to
this existing credit would be negligible, |ess than $250, 000 annual ly.

This is based on the original estimates of Senate Bill 200 (Stats. 1997, Ch.
609), which projected m nor revenue | osses associated with the designation
of two MEAs.
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PROPOSED AMENDVENTS TO AB/ SB/ LP/ MR

line 13,

line 11,

As | ntroduced/ Anended

AMENDMENT 1

stri keout "and" and insert:

AMENDMENT 2

stri keout "and" and insert:



